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Lowered Expectations 


MEPCO announced weak 4Q18 results with SAR 0.25 EPS (-50% Y/Y) widely missing our 
SAR 0.56 forecast. 2018 highlighted the volatility of containerboard market, subject to end 
product prices, demand and material costs. In this note, we introduce our revised estimates 
for 2019 (lower revenues and tighter margins) and cut target price from SAR 29 to SAR 24, 
representing 10.2x 2020E EV/EBITDA. Not much besides costs are within the Company’s 
control as market dynamics will remain in driver’s seat. Global economic outlook is 
dimming for 2019, limiting scope for product price improvement. However, we believe 
shares are undervalued as small caps feel unloved ahead of EM index implementation. 

High single-digit price weakness drags topline 

Although F2018 revenues increased +8% Y/Y to SAR 834 min, driven by improved 
containerboard demand (406kt sold quantity), the performance in 1H was markedly varied 
from 2H. Increased contribution from non-conventional product (36.3%) failed to offset 
weaker product prices and demand (European destocking) as 4Q revenues fell -15% Y/Y to 
SAR 174 min. We revised our 2019 revenue forecast lower by -2.4% to SAR 869 min. In 
our view, flexibility to tweak exports will help offset weak domestic demand. 

Gross margin expected to normalize 

Favorable OCP prices helped push gross margin to 28% in 2018 from 24% in the prior year 
as a result of stricter Chinese import regulations creating surplus supply. We believe 
margins will normalize in the mid-to-low 20% range, particularly as recycling efforts gain 
traction in KSA. Establishment of state-backed recycling entities could potentially create 
competition for WASCO in sourcing pulp. 

Earnings miss widely but better than expected cash DPS announced 

EBITDA margin compressed to 24% from 27% in year ago period with expat levies as a 
contributing factor. Net income for the quarter declined -50% Y/Y to SAR 12 min, missing 
our SAR 28 min forecast. We cut our F2019 earnings estimate to SAR 87 min (-12% Y/Y) 
from SAR 95 min. MEPCO ended the year with SAR 588 min net debt versus SAR 675 
min at end-2017. The Company announced better than expected 2H18 cash DPS of SAR 
0.50 vs our SAR 0.25 estimate. 

Cutting target price to SAR 24, maintain Buy 

Following our estimate revision through 2020, our target price for MEPCO drops to SAR 24 
from SAR 29. We note that our revised estimates include slowing revenues and tighter 
margins, however given the unpredictability of demand and product prices, the Company 
could positively surprise. Second, we believe MEPCO will announce capacity expansion 
(initially expected at end-2018) to solidify its position as one of the leading regional 
producers - prompting potential favorable share price reaction. Maintain Buy. 
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Rating Framework 

BUY 

Shares of company under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of company under coverage in this report are expected to perform inline with the sector or the broader market. 

SELL 

Shares of company under coverage in this report are expected to underperform relative to the sector or the broader market. 
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This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm licensed by the Capital Market Authority (CMA) 
to provide investment banking, asset management, securities brokerage, research, and custody services. SFC, and its affiliate, might 
conduct business relationships with the company that is subject of this report and/ or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient. In particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. Any investment recommendations contained in this report take into account both risk and expected 
return. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any 
investment is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, 
can go down as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on 
investments in securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part 
of this report may be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in 
any jurisdiction outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report 
should make themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by 
the foregoing limitations. 
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